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Introduction and Motivations
The dynamic characteristics of emerging stock premia have been largely explored in the recent financial literature. 1 The most common results is: "emerging markets compensate investors with high average returns and provide diversification benefits". 2 In most recent years, particular attention has been given to the study of the effects of the global integration of emerging excess returns. Recent empirical findings document an increasingly positive trend of the degree of comovement between international stock markets as well as between real cycles (see Fig. 4.1) . 3 A key issue in all these studies is that emerging markets are heavily exposed to international cycles.
We argue that a small number of studies have been devoted to study the implications of emerging industries' performances in generating extra premia, providing portfolio diversification benefits and preserving households' consumption smoothing motive. We improve the existing literature into two main directions. First, we provide new empirical evidence based on an extensive emerging markets' dataset. In contrast to a large number of empirical studies, which generally employ "Total Market Indexes", we analyze the dynamic performances, at country level, of emerging excess returns focusing only on "Industry Indexes". The industrybased analysis allows us to capture the main sources of the observed emerging stock premia. Second, we briefly discuss the implications of our empirical findings in a mean-variance portfolio diversification and in a consumption-based asset pricing frameworks. Not surprisingly, we find that many emerging industries are globally integrated, but in some countries and for specific industries, emerging stocks still allow for consumption smoothing motive and diversification benefits. 4 We stress that the results presented in this project have two strong real implications. First, we find that some industry-based investments generate portfolio diversification benefits, both across countries and periods. For instance, in the recent period technology, consumer good, consumer service and telecomunication sectors would allow a "smart" portfolio composition than what suggested by a simple country-based analysis. Second, we show that the exposure to the global market factor across industries is quite heterogeneous.
The paper is organized as follows. Section 2 briefly introduces the literature. Section 3 shows some stylized facts on international excess returns. This part presents the core of the work illustrating the data used, the main results of the industry-by-industry spread analysis though time and the CAPM estimation of the industry average spread by country. Section 4 disentangles the effects of the global integration on emerging stock market returns focusing on international cycles and stock markets comovements. Section 5 concludes.
Related Literature
During the last decade, particular attention has been given to key drivers of emerging stock returns' patterns. Few works have been devoted to the cross-country dynamics of industries' returns. In this paper, we re-evaluate the importance of industries' performances in explaining emerging market stock premia. Several empirical results have been found either using a limited number of observations or focusing on the market index as a whole. Roll (1992) find that the industry component is significant, which means that stocks from different countries, but from the same industry, are correlated. Therefore, countries whose stock markets are similar in terms of industry composition will be interdependent (i.e. industry composition is significant in explaining stock market correlation). Serra (2000) draws an opposite conclusion. She finds that country effects are the most important factors driving the behavior of emerging markets' individual stock returns. In other words, emerging market indices are driven by country factors and cross-market correlation does not seem to be affected by the industrial composition of the indices. The same result of Serra is found by Ang et al. (2009) . They present evidence that the negative relation between lagged idiosyncratic volatility and future average returns is observed across a broad sample of international developed markets. They find also that the negative spread in returns between stocks with high and low idiosyncratic volatility in international markets strongly co-moves with the difference in returns between U.S. stocks with high and low idiosyncratic volatilities. They conclude that there are not easily diversifiable factors behind this effect. Brooks and Del Negro (2002) claim that diversification across industries results to be more effective than diversification across countries. In contrast to our paper, they explore the implication of industry only in a regional framework. Similarly, Eiling et al. (2012) show that international returns are primarily driven by industry and currency risk factors in the G7 countries only. The key feature is the use of sector-based data.
International Excess Returns: Some Stylized Facts
This paper focuses on the performances of the listed industries across emerging markets. We download country-by-country and industry-by-industry TRIs from Datastream Global Equity Indices. 5 For each country, ten or less different industry TRIs are available. All indices are monthly total returns denominated in US dollars (i.e. dividends are included) and run from Jan 95 (or later) to Jun 12. The employed industries are: Oil & Gas, Basic Materials, Consumer Goods, Consumer Services, Industries, Health Care, Financials, Technology, Telecom and Utilities. Details are given in appendix B. The full set of industry-based TRIs is available only for eight emerging countries. We restrict the large part of the analysis on to these markets, i.e. Brazil, Cile, China, Malaysia, Israel, Singapore, Thailand, Turkey. We argue that these markets represent a reasonable set of stock markets in which an international investor focuses on. Among the G7 economies, we use the US one as benchmark. Stock returns are computed for country k and industry i as follows
We obtain the excess return by subtracting the free risk rate from 3.1. Eq. 3.2 defines the related excess returns:
where the risk free proxy is the one-month T-bill rate from the Fama&French (F&F) data library and k denotes the stock market. Table B .1. For each country and for the sample Jan 95 (or later) -Jun 12, we compute the mean (first line), standard deviation (second line) and Sharpe ratio (third line). In the fourth line, we report the average spread (as by Def. 1) for each emerging stock market k. As expected, the industry based excess returns of emerging markets are higher than those generated by the US benchmark stock market. The average spread appears to be positive both across industries and countries (i.e. longitudinal and vertical averages of line four in Table B .1). We stress that, in some cases, negative numbers are heavily either sample or state dependent.
Definition 2:
The country-by-country industrial average spread is given by
where i represents the industry and k denotes the emerging country. Emerging markets industries' average spreads are illustrated in Table 3 .1. In line with the most recent empirical findings on emerging stock markets' performances, our estimates suggest that emerging stocks perform much better than the US one. For the sample Jan 95 -Jun 12 the emerging countries' (industry-by-industry) average spread is negative only in 4 out of 22 stock markets. On annual basis, Argentina, Philippines, Sri Lanka and Taiwan show a spread equals to -1.80%, -1.49%, -14.90% and -0.47%, respectively. Instead the positive spread ranges from a minimum of 0.85% (Hungary) to a maximum of 21.80% (Russia). This high different country spread range suggests the opportunity to disentangle the industry-by-industry effect.
Definition 3:
The industry-by-industry average spread is given by
where i represent the industry and k denotes the country. Table 3 .2 report the empirical counterparts of Def. 3 for two sets of emerging stock markets: a full set containing all the downloaded markets and a set composed by eight benchmark emerging economies. In both cases, we find that the average spread is positive across all industries. The highest spread is generated by the Health Care industry. In terms of average excess returns, over the last fifteen years and across emerging countries, the Health Care industry has dominated all the other industries, providing a substantial contribution to the extra premia paid by the emerging world. The result is obviously sample and state sensitive. Being largely accepted that average emerging excess returns have a consistent time-varying component, we conduct the industry-by-industry empirical analysis in a time-varying setup. Fig. 3 .1 illustrates the dynamics of average industries excess returns, computed per unit of risk, for the following markets: USA, Brazil, Chile, China, Israel, Malaysia, Singapore, Thailand, Turkey. In all graphs the black dashed line represents the US industries. We observe similar Sharpe ratios' patterns, both across industries and countries. Emerging values are much more volatile in all industries. Emerging economies show an unstable stock markets' structure. The generous compensation is evident. We find that the performance of the Health Care industry, corrected per unit of risk, still dominate all the others. A relevant contribution is also given by the Consumer Goods and Utility industries. On average, they carry 9.94% and 10.01%, respectively. We enrich the analysis via the estimation of a standard one-factor asset pricing linear model. We focus on the standard formulation put forward by Lintner and Sharpe. In particular, as in Black, Jensen and Scholes (1972), we consider the following linear regression suggested by the CAPM
Country
The first simple way to check if the CAPM holds is to run a test of significance on the intercept of this linear regression, proceeding asset by asset. We estimate the coefficients α k i and β k i,mkt using standard econometric techniques in a rolling sample of 60 months.
6
The sample period goes from Jan 95 (or later) to Jun 12 and the market excess return is from the F&F's data library. The estimated coefficient α k i is a value extensively employed in finance to evaluate the performance of asset and fund managers.
7 . It indicates whether or not on average the observed returns on an asset are larger (or smaller) than the value consistent with the CAPM.
Definition 4:
The estimatedα average spread is given by Alpha Avg Spread
where i represent the industry and k e denotes the emerging country, while w define the window in which the intercept α is estimated. 6 Straightforward econometric results suggest that if we estimate the coefficients α k i and β k i,mkt using the OLS method, we find the followingβ
wherez k i andz mkt are the sample means for the excess returns of "industry i -country k" and the market portfolio, respectively, whileσ k i,mkt is the sample covariance between the two returns andσ 2 mkt the sample variance of the market.
7 See Jensen (1968). For each country, at industry level, 
Cycles and Stock Markets Comovements
The effects of the global markets integration process on emerging stock returns have been widely discussed in literature. 8 In Fig. 4 .1, we still find reasonable motivations to study such effects, in an updated and dynamic environment. The dynamics of the principal components confirm that emerging economies are becoming less segmented. We argue that the real and financial integration processes are strictly related. At industry level, such relationship, may lead to unexpected results, which might be beneficial for a well diversified and insured dynamic portfolio allocation.
In contrast to past empirical regularities, mainly based on country indexes, the joint analysis of Figs. 4.2 and C.1 suggests that some industries cannot be classified as "high-beta industries". 9 In few countries, these industries pay less than the market average excess returns. The result is dynamically consistent. Betas are found to be constantly less than one in the Financials and Utilities industry, mostly in Chile, Malaysia and Israel. At the beginning of the sample, all emerging betas, in all emerging economies, are less than one (and negative in few cases). Our empirical regularities are key, and provides practical implications. First, we argue that diversification opportunities should be exploited. Instead, country indexes tend to be much more exposed to global factors. Second, we find that some industries carry a small, but exploitable, insurace component. 
Conclusion
Over the last twenty years, and especially after liberalizations, 11 emerging stock markets have captured the attention of many scholars as well as of many practitioners. Emerging markets' empirical regularities are well known (e.g. high returns, high volatility, time-varying moments). We improve the existing literature by providing a pure time-varying industry-byindustry analysis. We obtain two main results. First, we show that some industries contribute more than others in determining the extra premia paid by emerging markets to international investors. Second, we find that some industries still incorporate diversification benefits as well as insurance properties.
11 For a detailed discussion on equity market liberalizations, see Henry (2000) and Bekaert (1995) . 
